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To be a leading, 
high-growth value 
creator in the 


international oil and 


gas marketplace. 


When we acquire a core 
asset, we focus on value 
creation through a 
three-phase growth 
strategy: Phase 1 
involves exploitation and 
netback enhancement 
with a goal of reducing 
costs and doubling the 
asset’s value; Phase 2 
involves consolidating 
existing assets and 
acquiring strategic 

area assets which 
complement the core 
asset base; and Phase 3 
involves exploration to 
extend current fields 
while seeking new 
horizons. This value 
added growth strategy 
is implemented on all 
our assets, balancing 
properties in various 
phases to evenly 
distribute our human 
and financial resources, 
allowing Vermilion to 


grow effectively. 


this is our story... 
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highlights 


Fiscal Year Ending December 31, 1999 1998 


FINANCIAL ($000s, except share and per share amounts) 


Petroleum and Natural Gas Revenue $ 108,443 $ 55,660 
Cash Flow from Operations 55,349 19,621 
Per Share 1.12 0.42 
Net Earnings 20,008 3,438 
Per Share 0.40 0.07 
Capital Expenditures 46,294 149,770 
Total Assets 303,343 264,713 
Working Capital (Deficit) 836 (16,395) 
Total Long-Term Debt 95,539 93,903 
Shareholders' Equity $ 149,053 Se 123751. 
Common Shares Outstanding 
End of Period 51,360,293 49,188,517 
Weighted Average 49,606,511 46,705,676 
Fully Diluted, End of Period 56,009,460 53,845,160 
Share Trading 
High $ 6.85 $ 9.25 
Low 2.00 2.50 
Close $ 4.45 $ 2.85 
OPERATIONS 
Production 
Crude Oil (bbls/d) 8,293 6,877 
NGLs (bbls/d) 1,269 838 
Natural Gas (mcf/d) 27,427 18,676 
Total (boe/d) 12,305 9,583 
Average Selling Price 
WTI Reference (US$ per bb!) $ 19.24 $ 14.43 
Crude Oil (per bbi) 23.64 14.34 
NGLs (per bb!) 19.43 13.18 
Natural Gas (per mcf) 2.78 2.29 
Operations Netback (per boe) 14.86 7.40 
Cash Flow Netback (per boe) $ 12.32 $ 5.56 
Reserves (Proven Plus 50% Probable) 
Crude Oil (mbbis) 54,617 51,486 
NGLs (mbbIs) 8,388 7,844 
Natural Gas (mmcf) 146,612 139,950 
Undeveloped Land Holdings (net acres) 898,295 884,092 
Net Asset Value Per Share $ 7.54 $ 6.27 
Finding Costs (per proven boe) $ 6.20 $ 6.28 
Recycle Ratio 2.0 0.9 
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message to shareholders 


FELLOW SHAREHOLDERS: 


As we head into the new millennium, all the elements are now in place for 
our Company to make the transition from a successful junior oil and gas company 
with international operations to a leading intermediate multinational exploration and 
production company: 
quality asset base: 

* low decline long life reserves in France and Canada 
* substantial inventory of exploration and development projects 


financial strength and flexibility: 

* enhanced capital structure and financial flexibility 

* significantly reduced cost structure 

¢ strict financial controls 

strategy and people: 

* consistent and proven value-added growth strategy 
* experienced and motivated staff 

proven track record: 


* low historical finding and development costs of $4.04 per proven barrel of oil equivalent 


* consistent profile of earnings and return on equity 


* strong per share growth in all areas 
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Despite a tenuous start to the year with WTI crude oil averaging US$12.49 per 
barrel in January, and restricted capital spending over the first six months, Vermilion 
achieved record financial and operational results in 1999. 


Corporate highlights for 1999 include: 


« An earnings to cash flow ratio of 36.1 percent and a 14.7 percent return on average 
shareholders’ equity. 


¢ A 28 percent increase in average production volumes to 12,305 barrels of oil equivalent 
per day, while only spending approximately 80 percent of cash flow. 


* A $15.6 million reduction in total debt and working capital at year end contributing to a 
1999 debt to cash flow ratio of 1.7 to 1. 


* A dramatic fivefold increase in Vermilion’s cash flow netback to $17.34 per barrel of oil 
equivalent in the fourth quarter, contrasting sharply with the $3.25 netback in the final 
quarter of 1998. 


* Finding and development costs of $6.20 per proven barrel of oil equivalent, among the 
lowest in the industry. 


* A 19 percent reduction in operating costs to $4.45 per barrel of oil equivalent from 
$5.51 per barrel of oil equivalent in 1998. 


* An increased net asset value per share of $7.54 compared with $6.27 a year ago. 


Vermilion’s improved performance can not be solely attributed to higher 
commodity prices. Over the first six months, while the Company restricted its capital 
program, employees directed their efforts to improving Vermilion’s cost structure. Reviewing 
all aspects of our business, our staff identified and implemented efficiencies that contributed 
to a substantial reduction in our 1999 costs. Operating costs and general and administrative 
costs declined by $1.21 per barrel of oil equivalent relative to 1998, resulting in an annual 
cost savings of $5.4 million. 
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Vermilion placed a stronger emphasis on its exploration activities in 1999, 
achieving considerable success with three new pool discoveries at Chip Lake that added at 
least 12 development locations to the Company’s prospect inventory. Following drilling 
success in the Viking thrust play at Wildcat Hills (Caroline), Vermilion entered into a joint 
venture agreement to farmin on 150 sections of land in the Caroline area owned by majors. 
Situated between the Wildcat Hills discovery and established Viking gas pools at Ricinus, 
this region was identified following a review of 2D seismic data and has the potential to 
become a core producing area in the upcoming year. Vermilion will continue to expand its 
exploration program over the next several years, targeting approximately 25 percent of the 
annual capital budget. 


In pursuit of diversification into a third region, Vermilion acquired a 39 percent 
interest in Aventura Energy Inc. in 1999. Aventura has a mandate to pursue oil and gas 
exploration, development and acquisition opportunities in Latin and South America, 
specifically Trinidad and Argentina. Vermilion views this investment as a means to position 
itself in a third region without diverting its resources from existing operations in Canada 
and France. Aventura is publicly traded on the Canadian Venture Exchange (CDNX) under 
the symbol “AVR” 


OUTLOOK 


Vermilion’s increased emphasis on exploration activities will continue in 2000. 
This is not a shift away from our corporate strategy but in fact represents an integral 
component of that strategy. With the ongoing development of our asset base, properties 
such as Chip Lake are now entering the exploration phase having progressed through the 
netback enhancement and consolidation phases. In anticipation of reaching this stage, we 
expanded our exploration team 18 months ago and issued them a mandate to build an 
extensive inventory of opportunities in both Canada and France. 
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In Canada, the exploration team has high graded eight prospects for 2000 
ranging in net reserve size (unrisked) from 1.0 to 21.0 million barrels of oil equivalent. 
Success in any of these prospects would not only result in development of the fields but 
would also lead to the investigation of similar prospects in the respective areas. 


In France, Vermilion’s $30 million capital program will be directed in part to the 
drilling of two exploration wells in the Paris Basin as well as a large fault well at Parentis. 
The first Paris Basin prospect, Marvilliers, with potential recoverable reserves (unrisked) 
ranging between 7.5 and 10 million barrels, will be drilled in April 2000. The Company’s 
second exploration target, the Chevreuse prospect, will be drilled in the fall and has 
potential recoverable reserves (unrisked) in the order of 15 million barrels. In both cases, 
Vermilion will have a 50 percent working interest after the earning well. At Parentis, the 
Company is targeting undrained dolomitised reservoir adjacent to a major fault with 
production impact potential in the range of 1,000 barrels of oil equivalent per day. 


Vermilion’s production forecast of an average of 14,500 barrels of oil equivalent 
per day in 2000 and an exit rate of 16,000 barrels of oil equivalent per day does not factor in 
any exploration success. By the end of the first quarter, the Company attained a production 
rate in excess of 14,000 barrels of oil equivalent per day. 


Vermilion recently finalized a new banking facility with a syndicate comprised of 
the Bank of Montreal, the Canadian Imperial Bank of Commerce, Paribas Bank of Canada, 
and Société Générale (Canada). The increased one-year revolving line of credit totaling 
$160 million gives Vermilion the flexibility to access debt capital over the next several years 
of growth. The Company’s strategy of using leverage to purchase producing assets and 
using cash flow and equity to drill remains unchanged. 
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Despite a current market place that continues to undervalue oil and gas 
stocks, Vermilion has seen significant movement in its share price from the low of 
$2.00 per share in February 1999 to the $5.00 to $6.50 per share range in March of 2000. 
Management has taken several steps to support the stock price in this environment. 
Over the past year, Vermilion has increased its analyst coverage from five to 12 houses, 
and is investigating coverage in the U.S. Management has also put in place a Normal 
Course Issuer Bid allowing the Company to repurchase up to five percent of its outstanding 
common shares. To date, in excess of 250,000 shares have been purchased. As we cannot 
impact the availability of capital in the market place, we remain focused on those things 
within our control that will profitably grow the business: our quality asset base; financial 
control and flexibility; successful value-added growth strategy; experienced and motivated 
people; and finally, our proven track record which we will continue to build on to create value 
for our shareholders. 


ACKNOWLEDGEMENTS 


We have come through some very challenging times in 1999, and | would like to 
thank our employees and our directors for their dedication and commitment to ensuring that 
Vermilion continues on its path to becoming one of the leading high-growth value creators in 
the international oil and gas market. As a result of their efforts, Vermilion has emerged a 
stronger company, positioned for exciting growth as it enters the new millennium. | would 
also like to thank our shareholders for their patience and continued support. 


Respectfully submitted on behalf of the Board of Directors, 
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review of operations 


CANADA 


Chip Lake 


67 to 100 percent working interest, operated property 


Exploitation activities remained an important component of the Company’s 
Chip Lake program in 1999. Vermilion drilled 18 development and outpost wells with an 
89 percent success rate and discovered two potentially significant new pools in the Rock 
Creek and Ellerslie formations. The Company was also successful in exploiting a previously 
overlooked Niton gas zone. Overall, Chip Lake production increased from 4,280 barrels of oil 
equivalent per day to the current 4,900 barrels of oil equivalent per day. 


For 2000, Vermilion will continue to actively exploit its Chip Lake properties, 
drilling 30 development wells including 13 oil wells and 17 gas wells. Much of the 
development activity will be directed to the exploitation and expansion of new pools 
discovered in 1999. The Company now has an expanded inventory of exploration 
opportunities in the area and will drill at least one exploration well aimed at a prolific deeper 
horizon. Capital of $26 million has been allocated to Chip Lake activities in 2000. 


Utikuma 


50 percent working interest, operated property 


Acquired late in 1998, Utikuma underwent the first phase of the corporate 
strategy in 1999, consisting of exploitation and netback enhancement. Upon assuming 
control of the properties, Vermilion implemented new fee structures for the facilities, 
reduced drilling costs and lowered operating costs to $1.69 per barrel of oil equivalent 
in 1999 — the lowest of any of Vermilion’s project areas. Utikuma is now the Company's 
highest operating netback property, returning $19.04 per barrel of oil equivalent in 1999. 
In total, 10 development wells were drilled in 1999 with a 70 percent success rate, 
increasing production from 1,700 barrels of oil equivalent per day to the current 
2,400 barrels of oil equivalent per day. 
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In 2000, the Company plans to drill a further nine development wells, including 
seven Keg River sand infill wells, one Slave Point step-out well at Mink to delineate a 1999 
discovery, and one Keg River discovery delineation well. This last well is the first of a 
potential eight-well program following a new pool discovery in the first quarter of 2000. A 
total of $8 million has been allocated for capital spending at Utikuma. Vermilion will look at 
area consolidation opportunities that provide a strategic fit with the current asset base. 


Caroline 


33 to 50 percent working interest, non-operated property 


In 1999, the Bottrel area activities were expanded significantly to include several 
other opportunities. The project area was then renamed Caroline to better represent the 
extended area. Six wells were drilled at Caroline to evaluate a Viking thrust play, with a 
100 percent success rate. Production for the project area climbed to the current 1,000 barrels 
of oil equivalent per day (net) from 150 barrels of oil equivalent per day. This experience led 
Vermilion to participate in a major joint venture in the area that may result in Caroline 
becoming a core producing property. 


Vermilion will drill at least three development wells at Caroline in 2000 and has 
planned one step-out development re-entry. This program is aimed at production 
maintenance rather than expansion. 
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FRANCE 


Due to low crude pricing in the first half of 1999 and the lead-time necessary to 
initiate activities in France, Vermilion directed its capital expenditures exclusively to 
production maintenance in France, including workovers and recompletions. As prices 
recovered, the Company started planning for its 2000 program. 


Paris Basin 


100 percent working interest, operated properties 


Vermilion has undertaken three significant well stimulations in the Paris Basin, 
adding stabilized production of 120 barrels of oil per day. For 2000, the Company plans to 
drill two development wells including one horizontal well at Vulaines, VS12, and one 
development step-out well at Champotran, CH18. If the VS12 well is successful, at least 
two or three more horizontal wells will be added to the 2001 drilling inventory at Vulaines. 
Similarly, success at Champotran could lead to two to four additional development locations 
in that field. Vermilion will also drill two exploration wells in 2000, targeting the Marvilliers 
and Chevreuse prospects. The Company has allocated $14 million to the Paris Basin for the 
2000 capital program which includes workovers, maintenance, exploration and seismic. 


Aquitaine Basin 


100 percent working interest, operated properties 


Stimulation of the 1998 Parentis well, PS216, added stabilized incremental 
production of 165 barrels of oil per day in the Aquitaine Basin, which experienced a nominal 
decline of 5.5 percent over 1999. Vermilion also shot 30 square kilometres of 3D seismic on 
the east end of the Parentis field to image its structural extension onto the land. 
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East Parentis Prospect (PS218) 
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This seismic line 
illustrates the 
similarity of the 
PS218 location to the 
major producing 
wells in the field. 


In 2000, the Company plans to drill five development wells at Parentis. Drilling of 
the first three wells, which are deepenings of suspended wellbores at the west end of the 
lake, commenced in the first quarter of 2000. Several other wellbores could be deepened 
following success of these initial wells. The next well, PS217, will target an undrained fault 
block similar to Vermilion’s 1998 success at Parentis 216. The fifth well, PS218, will be drilled 
into potentially undrained dolomitised reservoir adjacent to a major fault and has the 
potential to add 1,000 barrels of oil equivalent per day of production. Vermilion has allocated 
$16 million of capital to the Aquitaine Basin project area in 2000 including workovers, 


maintenance and seismic. 
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Parentis 3D representation 
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DRILLING ACTIVITY 


Despite restricted capital spending during the first half of 1999, Vermilion drilled a 
total of 40 wells over the year, up from 35 wells in 1998. The Company’s drilling activities 
were focused entirely in Canada given low crude pricing at the outset of the year and the 
longer lead time to initiate an international drilling program. The Company will, however, 
drill nine wells in France in 2000, in addition to the 52 wells planned for Canada. 


1999 1998 

(# of wells) Gross Net Gross 
Canada 

Oil 14 11.4 5 

Gas 19 13.1 16 

Dry 7 4.6 3 

40 29.1 24 
France 

Oil ~ - 8 

Gas - - = 

Suspended - - 2 

Dry - - 
- - 11 
Total 40 29.1 35) 


UNDEVELOPED LAND 


Net 


Gross 


17 


1997 


15.6 


Vermilion’s strategy for land acquisition focuses on building an inventory of 
properties in identified core areas. In Canada, the Company pursues opportunities that are 
located west of the fifth and sixth meridians. Internally generated prospects and leads drive 
the land acquisition process, while properties are evaluated against the following criteria: 
year round access; opportunity to expand in the area; multi-zone potential; drilling depth of 
3,000 meters or less; sweet gas or light oil with a long term objective of balancing between 
the commodities; opportunity to gain control over an area through high working interest, 


ownership in facilities and, ultimately, operatorship. 


Gross 
Year Ended December 31, 1999 Acres 

Canada 
Chip Lake 131,834 
Utikuma 31,520 
Caroline 30,334 
193,688 

France 

Aquitaine Basin 265,000 
Paris Basin 587,000 
Aquitaine Maritime 605,500 
1,457,500 
Total 1,651,188 
Acreage under option: Caroline 89,600 
1,740,788 


Net 
Acres 


100,133 
22,736 
10,251 

lesnZ0 


265,000 
439,625 

60,550 
765,175 
898,295 

44,800 
943,095 


Value 


$10,987,330 
1,049,288 
1,022,196 
13,058,814 


7,618,750 
12,640,437 
1,740,813 
22,000,000 
$35,058,814 


The Company's land holdings in France accounted for 85 percent of the total net acreage and are valued at 


approximately $28.75 per acre based on Vermilion’s capital commitments to retain existing permits. 
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the upside 


EXPLORATION 


Because of the long reserve life of Vermilion’s producing properties, the exploration 
team’s mandate is to focus on projects with the potential to have a sizeable impact on the 
production base. In keeping with the corporate strategy, exploration will be focused either in 
areas where Vermilion currently has, or has the potential for, a dominant position. Therefore, 
prospects that can add net stabilized production of 1,000 barrels of oil equivalent per day 
with a reserve life index of seven years or more, will be targeted. Because of the current 
production weighting to oil, the focus will be on gas exploration with the ultimate aim of 
balancing the two commodities company-wide. 


For 2000, Vermilion’s exploration inventory includes eight (gross) high impact new 
pool wildcat prospects in Canada and two in France. Approximately $16 million of the $70 
million base capital budget is allocated to this high impact exploration drilling in Canada and 
France, including land and seismic. As oil prices remain strong, an additional contingent 
budget may be instituted to capitalize on any exploration successes and other opportunities. 


exploration upside 


Net 

maximum No. net 
production Net reserve wells fully Approximate 
Prospect W.I. potential target Risk developed timing 

(boe/d) (mmboe) 

Chevreuse 100/50 2,200 We 1:8 6 Drill Sept/ 
Oct 
Marvilliers 100/60 1,200 4.2 1:4 7 Drill April 
Boggy Lakes 1 50/25 800 1.6 AES 25 Drilling 
Winchell Coulee 25 500 1.1 1:4 1.5 Cased 
“Tall Cotton” 80 4,000 21.0 eS 4 Drill July 
ple) (0) lag 100 1,500 3.0 1:4 3 Drill June 
Bearberry 1 50/25 400 1.0 eZ 5 Drill June 
Ghost 100 3,000 8.0 ES 8 Drill 
August 
North Utikuma 100 800 20 - 8 Oil 
Discovery 
Engage 100 1,500 3.0 1:5 3 Drill June 


Total 15,900 52.4 
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FRANCE 


The Company believes significant exploration potential exists in the Paris and 
Aquitaine Basins. By Canadian standards both are underdrilled despite the discovery of a 
number of sizeable fields. Vermilion strongly believes several pools with recoverable 
reserves of five to 15 million barrels of oil equivalent are yet to be discovered in these 
basins. Typically, pools of this size are more difficult to find in the Western Canadian 
Sedimentary Basin, and to acquire a 100 percent working interest would be nearly 
impossible. The Company plans to drill at least two to three exploration wells per year in 
France to investigate this potential. 


Paris Basin 


Vermilion will drill two exploration wells in France in 2000. The Marvilliers 
prospect will be drilled in April, targeting 7.5 to 10 million barrels of potential reserves in the 
Jurassic Bathonien and Callovien formations. Two-dimensional seismic clearly defines a 
structure with 30 metres of closure above the oil/water contact of the lead well, which tested 
oil and water. This play is modeled on prolific analogues on the Dogger carbonate platform. 
If a discovery is made, the Company estimates the fully developed pool will require 13 wells 
and will produce at a maximum rate of 2,500 barrels of oil per day. Vermilion will own a 50 
percent working interest after the initial earning well. 


Marvilliers 


Dogger Oil Fields 
Dogger Prospects 
Vermilion Acreage 


Farm in 


- Villeperdue 
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The second Paris Basin prospect, Chevreuse, is scheduled to be drilled in the 
fall, and is targeting a pool with potential recoverable reserves of 15 million barrels. The 
prospect has a direct analogue along depositional strike at Itteville, a Lower Callovien 
(Jurassic) oil pool discovered in 1990 which has produced 10 million barrels to date. 
With success, it is projected that Chevreuse will require 11 wells to fully develop and 
will reach a maximum rate of 4,000 barrels of oil per day in the fourth year. Vermilion 
will have a 50 percent working interest after the initial earning well. 


Chevreuse 


Dogger Oil Fields 
Dogger Prospects 


Chevreuse 
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Aquitaine Basin 


Although Vermilion has no exploration wells planned for 2000, the 3D seismic 
shot on the east end of the Parentis field in late 1999 has helped to image the structural 
closure of a large Jurassic prospect. This prospect will be further refined with a view to 
drilling in early 2001. Vermilion has officially been awarded the “Les Trois Lagunes” permit 
on which it will reprocess 900 kilometres of 2D seismic in 2000 to evaluate several 
interesting leads. 
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CANADA 


The Company will investigate at least eight sizeable new pool wildcat prospects 
in Canada in 2000. Due to the sensitive nature of these plays, several have been 
designated pseudonyms. However, each play is seismically definable in an area of multi- 
zone potential with good access. 


Caroline (Wildcat Hills) 


Caroline is a new exploration area in which the Company became involved in 
1999. Last year Vermilion was active on a 33 percent interest property at Wildcat Hills on 
the south end of the Caroline Viking Thrust trend. Six successful wells added 850 barrels of 
oil equivalent per day of net production and gave the Company the opportunity to chase 
the play northward towards the established Viking Thrust pools at Ricinus. Consequently, 
Vermilion entered into a joint venture agreement to explore on approximately 150 
sections of land held by two major companies. Two separate deals were negotiated based 
on rolling drilling options to earn an interest in the acreage. Vermilion has committed to 
participate in the Boggy Lakes well on the south block and is currently selecting a location 
on a 3D seismic program shot in late 1999 on the north block. Although neither prospect is 
projected to meet the exploration department's net minimum barrels of oil equivalent per 
day mandate, at least 12 to 15 similar untested structures have been identified on 
extensive 2D seismic coverage on the two land blocks. Therefore, on a project basis this 
mandate would easily be exceeded. The Company anticipates drilling a total of five 
exploration wells at Caroline in 2000. 


Caroline 


Vermilion Lands 


Farm-in Lands 


Option Lands 


Locations 
733 


731 
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Chip Lake 


In 1999 Vermilion moved into the exploration phase of its strategy at Chip Lake. The 
Company purchased 190 square kilometres of a 3D speculative shoot over the southwest 
corner of the area and drilled four exploration wells targeting zones not normally investigated 
by the exploitation program. These wells resulted in one new Viking pool discovery, one 
discovery in a deeper zone requiring further delineation and one serendipidous discovery in 
the Rock Creek formation. Chip Lake is underlain by numerous high impact exploration plays. 
At least one prolific deeper target identified on the 3D seismic program will be drilled in 2000. 


Utikuma 


The Company was successful in discovering a new satellite Keg River oil pool to 
the north of Utikuma early in 2000. Three development locations have been surveyed as 
immediate follow-ups with the potential for up to five more being identified. The greater 
Utikuma area has potential in several other zones and both oil and gas targets are currently 
being evaluated by Vermilion. In addition, the exploration group is targeting other prolific 
prospects on the Peace River Arch. 
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Aventura Energy Inc. 


In 1999, Vermilion acquired a 39 percent interest in Aventura Energy Inc. (Aventura) 
in exchange for a royalty valued at $4.4 million on certain of Vermilion’s minor interest non- 
operated producing properties. Formerly Del Mar Energy Inc., Aventura has a mandate to 
pursue oil and gas exploration, development and acquisition opportunities in Latin and 
South America, specifically Trinidad and Argentina. Vermilion selected this particular vehicle 
for the following reasons: 


¢ An opportunity to diversify into a third geographic region 
« Aventura has in-house expertise in Latin and South America 


¢ Aventura uses similar criteria to Vermilion in country selection: 
¢ Stable democratic government 
¢ Attractive fiscal/contractual terms 
¢ Proven prolific hydrocarbon basin 


¢ Developed infrastructure and markets 


¢ Aventura uses similar criteria to Vermilion in project selection: 
¢ Operated, exploitation preference 
¢ Material upside potential in project/area 
¢ Application for technological leverage 
¢ Acceptable acquisition/entry cost 


¢ Limited competitive pressure 
* Vermilion has the option to participate with Aventura in any business opportunities 
* Vermilion has input into Aventura direction through ownership and board membership 
* Aventura principals are known to Vermilion through prior business relationships 
* Vermilion employees will not be distracted from the Company's existing operations 


* Vermilion has the right to maintain its proportionate equity position 
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independent evaluation engineer's report 


To the Shareholders of Vermilion Resources Ltd.: 


We have prepared an independent evaluation of the reserves and future cash flows 
of the oil and gas properties owned by Vermilion Resources Ltd. (the “Company”) as at 
December 31, 1999. 


We have carried out our evaluation in accordance with practices, standards and 
definitions established by the Society of Petroleum Evaluation Engineers (SPEE) and the 
requirements of the Securities Regulatory Commissions across Canada (National Policy 2B). 
Our evaluation covered all of the properties of Vermilion Resources Ltd. 


Reserves, production forecasts and all other economic parameters and any other 
factors involving judgment have been established or utilized in our evaluation based solely 
on our independent interpretation and judgment. Product prices and operating costs used in 
our report have been determined from actual historical operating statements furnished by the 
Company. Ownership data has been derived from the Company's formal land records and, 
although not based on a formal title opinion, are consistent with revenue statements, and are 
considered to be accurate. The timing and costs of the Company's future development plans 
have been obtained through discussion with the Company and, based on our judgment and 
experience, are considered to be reasonable. 


We have reviewed the material presented herein and in our opinion it accurately 
reflects the results of our independent evaluation and has been presented in accordance with 
the principles and definitions of the SPEE. 


It should be noted that we have no responsibility to update our report for events 
and circumstances which may have occurred since the date of this report. In this regard, the 
Company has stated that as of March 30, 2000 there have been no material changes in their 
properties that would have a negative effect on the values compared to our evaluation. 


It should also be noted that the accuracy of any reserve or production estimate is 
a function of engineering interpretation and judgment. While the overall results of our 
evaluation are considered to be reasonable, they should be accepted with the understanding 
that numerous parameters such as reservoir performance, market prices, inflation, market 
demand and government policy are subject to many uncertainties and actual results will vary 
and the variations may be material. 


Chapman Petroleum Engineering Ltd. 


C.W. Chapman, P. Eng, 
President 

March 30, 2000 
Calgary, Alberta 


ili Itd. 
reserves Summary |28 


reserves summary 


In 1999, Vermilion added 7.3 million barrels of oil equivalent of proven reserves and 
3.0 million barrels of oil equivalent of probable reserves. The Company’s drilling activities 
accounted for approximately 95% of the proven reserve additions while acquisitions 
accounted for the remaining 5 percent. Over the year, the Company produced 4.5 million 
barrels of oil equivalent resulting in a proven replacement ratio of 1.6 and an established 
replacement ratio of 2.0. Overall, 91 percent of the Company's proven reserves are in the 
proven producing category, 94 percent in Canada and 89 percent in France. Vermilion’s 
reserve life index (RLI) is 12.2 years based on an average production rate in December of 
13,500 barrels of oil equivalent per day. With year end 1999 proven reserves of 65.8 million 
barrels of oil equivalent, the Company's reserves per share ratio was 1.3 based on 51.4 million 
shares outstanding. 


summary of reserves 


Natural NPV @ NPV @ 
At December 31, 1999 Crude Oil NGLs Gas Combined 10% BT 15% BT 
(mbbls) (mbbIs) (mmcef) (mboe) ($000s) ($000s) 
Canadian Assets 
Proven Producing 10,572 7,090 122,442 29,906 277,848 PN AS 
Proven Non-Producing 53 879 10,934 2,026 15,610 12,274 
Total Proven 10,625 7,969 133,376 31,932 293,458 233,449 
Probable 5,687 839 17,285 8,255 47,382 32,788 
Total Proven 
Plus 50% Probable 13,468 8,389 142,018 36,059 317,149 249,843 
France Assets 
Proven Producing 29,704 - S952 30,099 223,869 WH2 AR 
Proven Non-Producing 3,743 - = 3,743 22,384 14,946 
Total Proven 33,447 - Sey 33,842 246,253 187,137 
Probable 15,405 - 1,283 15,533 69,892 39,975 
Total Proven 
Plus 50% Probable 41,150 - 4,594 41,609 281,199 207,125 
Combined Assets 
Proven Producing 40,276 7,090 126,394 60,005 501,717 393,366 
Proven Non-Producing 3,796 879 10,934 5,769 37,994 27,220 
Total Proven 44,072 7,969 137,328 65,774 de) 7/ 420,586 
Probable 21,092 839 18,568 23,788 117,274 72,763 


Total Proven 
Plus 50% Probable 54,618 8,389 146,612 77,668 598,348 456,968 
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Revisions to natural gas reserves in Canada are attributable to underperformance 
of certain wells at the Company's Pembina properties in the Chip Lake project area. This was 
more than offset by upward revisions to crude reserves at Utikuma due to lower operating 


costs and higher netbacks that extended the life of these reserves. In France, the gas 


production forecast was reduced to recognize a change in operating practices at Vic Bihl 
which decreases the blow down of the gas cap in favour of increased oil recovery in the 


long term. 


reserve reconciliation (proven) 


Canada 


December 31, 1998 


Production 
Additions 
Acquisitions 
Dispositions 


Revisions 


December 31, 1999 


France 


December 31, 1998 


Production 
Additions 
Acquisitions 
Dispositions 


Revisions 


December 31, 1999 


Combined 


December 31, 1998 


Production 
Additions 
Acquisitions 
Dispositions 


Revisions 


December 31, 1999 


Crude Oil 


(mbbls) 


8,233 
(986) 
1,928 
349 
1,101 
10,625 


35,330 
(2,041) 


158 
33,447 


43,563 
(3,027) 

1,928 

349 


NGLs 
(mbbls) 


7,060 
(463) 
1,634 
5 
(267) 
7,969 


7,060 
(463) 
1,634 
5 
(267) 
7,969 


Natural Gas 


(mmcf) 


114,440 
(9,542) 
34,885 
215 
(6,622) 
133,376 


8,700 
(469) 


(4,279) 
3,952 


123,140 
(10,011) 
34,885 

215 
(10,901) 
137,328 


Total 


(mboe) 


26,737 
(2,403) 

7,051 
376 


171 
31,932 


36,200 
(2,088) 


(270) 
33,842 


62,937 
(4,491) 
7,051 

376 
(99) 
65,774 
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management's discussion and analysis 


This discussion should be read in conjunction with the Consolidated Financial 
Statements and Notes to Consolidated Financial Statements on pages 44 to 56. 


OVERVIEW 


1999 will be remembered as a year with one of the most dramatic surges in crude 
oil pricing over the history of the energy industry. This improved commodity price 
environment triggered an increase in oil and gas activity in the second half of 1999 and 
restored profitability levels to the industry. While Vermilion benefited as an oil-weighted 
producer, the Company's strong financial performance over the past year cannot be solely 
attributed to improved commodity prices. 


Over the first half of 1999 while drilling activity was curtailed due to cash flow 
constraints, Vermilion initiated a Company-wide cost reduction program. Employee teams 
reviewed Company expenditures formulating recommendations to cut costs, introduce 
efficiencies and improve controls. These efforts contributed significantly to near-term results 
totaling $5.4 million in savings that were important in a low price environment. Vermilion is 
now seeing the long-term benefits of a reduced cost structure: a strengthened balance sheet 
and improved profitability. Vermilion’s continued adherence to strict financial controls over all 
of its business activities takes on added importance in an environment where capital 
spending is funded internally. 


focus on the bottom line 


Over the past several years, Vermilion has been striving to provide shareholders 
with an annual return on equity of 15 percent. This target was established to ensure 
disciplined adherence to our corporate philosophy of cash flow reinvestment. The Company 
met or exceeded this objective in two of the last three years. While the target was not met in 
1998, Vermilion achieved positive earnings during a period marked by commodity prices 
sustained at historically low levels. 


Vermilion has become highly selective in the acquisition review process, 
building a portfolio of international opportunities to provide a balanced asset mix of both 
short-term development activities and long-term exploration projects. An overheated 
acquisitions marketplace in Canada has currently made it difficult to provide an adequate 
return to shareholders. 
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results 
1999 1998 1997 
Net Earnings ($000s) 20,008 3,438 11,358 
Per Share $ 0.40 $ 0.07 $ 0.30 
Cash Flow ($000s) 55,349 19,621 26,378 
Per Share $ 1.12 $ 0.42 $ 0.70 
Earnings to Cash Flow Ratio (%) 36.1 17.5 43.1 
Return on Average Shareholders’ Equity (%) 14.7 3.4 23.0 
Cash Flow Reinvestment 
Finding Costs (per proven boe) $ 6.20 $ 6.28 $ 2.34 
Cash Flow Netback (per boe) $ 12.32 $ 5.56 $ 11.00 
Recycle Ratio 2.0 0.9 4.7 


improved profitability 


The increases in Vermilion’s revenue and cash flow netbacks more than exceed the 
improvements in world oil pricing, underscoring a meaningful reduction in the Company’s 
cost structure and improvements in the quality of its asset mix. Management is confident 
that its disciplined growth strategy combined with the strength of Vermilion’s production 
base will allow the Company to meet its return on equity objectives and weather future down 
cycles in commodity prices. 


1999 1998 % Change 
WTI (US per boe) $ 19.24 $ 14.43 S33 
Price (per boe) $ 24.15 $ 15.91 51.8 
Controllable Costs (per boe) (7) $ 5.58 $ 6.79 (17.8) 
Cash Flow Netback (per boe) $ 12.32 $ 5.56 121.6 


(1) Comprised of lifting costs and G&A. 


financial capacity 


Throughout 1999, Vermilion demonstrated strict discipline in the management of 
its balance sheet. The 1998 downturn was viewed by management as an opportunity to 
create value for shareholders as the Company financed attractive acquisition opportunities 
through low cost leverage thereby avoiding potential shareholder dilution. As commodity 
prices remained soft heading into 1999, the Company reigned in its capital spending for the 
first half of the year to improve liquidity and bring the debt to cash flow ratio under the 
targeted 2:1 corporate objective. 


Vermilion’s dramatically higher cash flows in 1999 combined with recently 
renegotiated bank lines totaling $160 million provides the Company with tremendous 
financial capacity to expand its production base in existing areas as well as target new 
project areas in 2000. 
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($000s, except ratios) 1999 1998 1997 


Debt and Working Capital $ 94,703 $ 110,298 $ 20,426 
Bank Facility (7) $160,000 $ 115,000 $ 60,000 
Unutilized Bank Facility $ 65,297 Seea02 $ 39,574 
Debt to Cash Flow Ratio (2) 
Full year 1.7 to 1 5.6 to 1 0.8 to 1 
Q4 exit 1.1 to 1 


Debt to Equity Ratio (2) 0.64 to 1 0.89 to 1 0.26 to 1 


(1) Increased bank loan facility effective March 2000. 
(2) Debt includes working capital. 


PRODUCTION 


In 1999, Vermilion’s average daily production climbed 28.4 percent reaching 
12,305 barrels of oil equivalent per day compared to 9,583 barrels of oil equivalent per day 
a year ago. The Utikuma project area, acquired late in 1998, provided significant production 
growth while postponement of the 1999 drilling program delayed incremental volumes into 
the fourth quarter. 


property production summary 


1999 1998 1997, 
Oil & NGLs Gas Average Oil & NGLs Gas Average Average 
(bbls/d) (mmcf/d) (boe/d) (bbls/d) (mmcet/d) (boe/d) (boe/d) 

Canada 
Chip Lake 2,142 23.53 4,495 1,444 15.86 3,030 11S 
Utikuma 1,723 0.47. 1,770 155 - 155 - 
Caroline 104 2.15 319 89 1.20 209 341 
Total Canada 3,969 26.15 6,584 1,688 17.06 3,394 1,697 

France 

Aquitaine Basin 3,637 - 3,637 3,896 - 3,896 3,120 
Paris Basin 1,565 - 1,565 1,794 - 1,794 988 


Other 391 1.28 519 337 1.62 499 768 
Total France 5,593 1.28 5,721 6,027 1.62 6,189 4,876 
Combined Total 9,562 27.43 12,305 7,715 18.68 9,583 6,573 
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The quality of Vermilion’s underlying asset base became apparent in 1999 as the 
Company experienced only moderate decline rates in an environment of restricted spending. 
Over the first half of 1999, Vermilion limited its capital expenditures to $8.2 million targeting 
maintenance projects. With minimal new production volumes being brought on stream, 
production declined from 12,500 barrels of oil equivalent per day in January to 12,000 
barrels of oil equivalent per day in August. Entering 2000, Vermilion is actively reinvesting 
record profits through the drill bit and anticipates exceeding its 2000 average production 
target of 14,500 barrels of oil equivalent per day early in the second quarter. 


quarterly production summary 


(boe/d @10 mcf: 1 boe) Q1 Q2 Q3 O4 
1999 

Canada 
Crude Oil & Liquids 3,735 3,456 3,854 4,819 
Natural Gas 2,488 2,500 2,592 2,877 
6,223 5,956 6,446 7,696 

France 
Crude Oil 5,894 5,335 5,676 5,471 
Natural Gas 143 80 161 125 
6,037 5,415 5,837 5,596 
12,260 11,371 12,283 13,292 

1998 

Canada 
Crude Oil & Liquids 1,206 1,205 1,739 2,586 
Natural Gas 1,491 1,410 1,726 2,188 
2,697 2,615 3,465 4,774 

France 
Crude Oil 5,504 5,813 6,433 6,344 
Natural Gas 7s 164 160 152 
5,677 DST 6,593 6,496 


8,374 8,592 10,058 11,270 
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REVENUES 


In the most dramatic annual increase in the Company's history, 1999 revenues 
climbed to $108.4 million from $55.7 million a year ago, reflecting the improved commodity 
prices and higher production volumes. 


The marketplace for crude oil and natural gas improved in 1999 as world oil prices 
improved by 33 percent to US$19.24 WTI from US$14.43 WTI a year ago. The Company's 
crude oil and NGL prices improved by 80 percent and 47 percent respectively before 
application of hedging costs. The dramatic improvement in Vermilion’s price relative to the 
market reflects improvements in quality of the Company’s crude oil and timing of shipments. 
The increase in the average crude oil and NGL prices was offset by $1.90 per barrel of 
hedging opportunity costs in 1999. Vermilion hedged an average of 2,400 bbls/d at an 
average WTI of US$16.00 per barrel coming out of the down cycle to protect a base capital 
budget for development and maintenance capital. These contracts expired at the end of 1999. 
The Company's crude oil hedging profile entering 2000 shows an average WTI of US$22.00 
per barrel applied to an average production volume of 3,000 bbls/d. The end result will be an 
improved net sales price for crude oil and NGLs in 2000, as compared with 1999. 


average prices (7) 


($ per boe) 1999 1998 1997 
Canada 

Crude Oil 27.83 18.99 25.02 
NGLs 19.43 13.18 19.48 
Natural Gas 2.77 2S 1.99 
France 

Crude Oil 24.87 13.69 22.18 
NGLs - - 22.50 
Natural Gas 2.99 DANS 4.24 
Combined 

Crude Oil 25.83 14.34 22:33 
NGLs 19.43 13.18 19.93 
Natural Gas 2.78 2.29 2.41 


(1) Excludes hedging costs 


Vermilion’s natural gas price in Canada increased by 24 percent due to increases in 
the AECO Hub spot price combined with improved contract arrangements. The Company's 
balanced portfolio approach to gas marketing and the quality of its natural gas has enabled 
Vermilion to demonstrate a wellhead natural gas price in the top decile of its peer group. 
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ROYALTIES 


Total royalties (net of ARTC) increased to $21.7 million in 1999 from $10.5 million in 
1998, as a result of improved commodity pricing and the Company's increased production 
base. In Canada, production royalties calculated as a percentage of revenues increased due 
to the same factors. ARTC will have minimal impact on the Company’s crown royalties in the 
future as Vermilion has reached the maximum allowable claim. 


In France, a flat production tax (RCDM) in the order of $3.06 per barrel is the 
largest component of the Company’s royalty payment. As commodity prices improve, the 
effective royalty rate is reduced. Further benefits are achieved upon the discovery of new 
pools where the RCDM rate is reduced to approximately $1.50 per barrel. Notwithstanding 
improved netbacks in France following the recovery of world crude pricing, Vermilion 
continued to lobby governments in 1999 as part of an industry initiative to restructure the 
production tax component of the royalty to reduce the royalty burden during low commodity 
price cycles. Lobbying efforts were unsuccessful in 1999 but discussions will continue with 
governments in 2000. 


royalties 

($000s) 1999 1998 1997 
Canada 

Oil & NGL Royalties (net of ARTC) $ 7,157 $ 1,760 $ 1,195 
% of Oil & NGL Revenues 21.8 W7L7/ 19.2 
Natural Gas Royalties (net of ARTC) $ 6,103 Salon Calo 
% of Natural Gas Revenues 23.0 12.9 18.1 
France 

Oil Royalties $ 8,393 $ 6,761 $ 6,005 
% of Oil Revenues 17.6 PDAS 15.9 
Natural Gas Royalties $ 71 $ 197 $ 181 


% of Natural Gas Revenues 5.1 files 5.8 


LIFTING COSTS 


Over the first half of 1999 when drilling activity slowed, Vermilion’s employees 
focused their efforts on reducing the cost structure of the business. The outcome was 
19.2 percent reduction in Vermilion’s 1999 lifting costs to $4.45 per boe from $5.51 per boe a 
year ago. Operating efficiencies were achieved when Vermilion assumed operatorship of 
assets acquired in 1998 and enhanced cost recoveries from the associated facilities. Wells 
drilled in 1998 that came on stream in 1999 created further production efficiencies. Vermilion 
will continue to streamline its operations heading into 2000. The Company anticipates further 
efficiencies as drilling activity adds production to areas where Vermilion controls facilities 
having excess capacity. Lifting costs for 2000 are projected to be in the range of $4.30 per 
boe on a consolidated basis. 
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lifting costs per boe 


1999/1998 
($) 1999 1998 1997 % Change 
Canada 
Oil & NGLs Satz 4.53 4.12 (31.1) 
Natural Gas 0.39 0.42 0.44 (7.1) 
Frances ee eens ae oes 
IN US ce Ee ee 
operating statistics - netbacks 

1999 1998 1997 

Years Ended December 31 Oil & NGLs Gas Total Boe Total Boe Total Boe 
Canada 
Prices SZ ona BiH 83 7K SS WAR & 2oL7/% 
Oil Hedging Costs (2.45) = (1.48) = (0.19) 
Royalties (net of ARTC) (4.94) (0.64) (5.52) (2.87) (3.83) 
Lifting Costs (Sai2) (0.39) (3.44) (4.39) (4.29) 
Operations Netback $ 1463 $ 174 $ 15.74 $ 1196 $ 12.40 
France 
Prices Ga 24.3/ > 2:99" 1S) 2498505 91451095. 23:03 
Oil Hedging Costs (1.50) = (1.47) = = 
Royalties (4.11) (0.15) (4.05) (3.08) (3.48) 
Lifting Costs (5.48) (1.18) (5.62) (6.13) (6.42) 
Operations Netback Ce eta sey RS 166 $ 13.84 $ 489 $ 13.13 
Combined 
Prices $924,989 S. 25.68 99) 25,62 5 Se 1DO le omezZ43 
Oil Hedging Costs (1.90) - (1.47) - (0.05) 
Royalties (net of ARTC) (4.46) (0.62) (4.84) (3.00) (3.57) 
Lifting Costs (4.50) (0.43) (4.45) (5.51) (5.87) 
Operations Netback ¢ 1412 S$  173-0$ 14:86° $740 $9012.94 
INTEREST 


Vermilion carried higher average debt levels in 1999 compared to the previous 
year due to substantial acquisition and development activities at year-end 1998 resulting in 
higher interest costs in 1999. Continued growth in production volumes and cash flow has 
allowed the Company to expand its loan facility to $160 million in 2000. Overall, interest 
costs of 7.1 percent are slightly lower than prior year costs as interest rates remain relatively 
stable and minimal arrangement fees were incurred. 


The Company's renegotiated loan facility is anticipated to reduce future borrowing 
costs provided no significant unfavourable interest rate movements occur. 


debt & interest expense 


($000s) 
Debt at Year End 
Credit Facility (7) 


ili Itd. 
management's discussion and analysis | 38 


Interest Expense 


Cost of Borrowing (%) 


Amortization of Arrangement Fees (%) 


Average Cost of Debt (%) 


Average Prime Rate (%) 


1999 1998 1997 
$ 95,539 $ 93,903 $ 17,549 
$ 160,000 $ 115,000 $ 60,000 
$ 7,202 $ 2,661 $ 615 
6.6 6.9 5.6 
0.5 1.1 = 
7.1 8.0 5.6 
6.4 6.7 4.9 


(1) Renegotiated loan facility effective March 2000. 


GENERAL AND ADMINISTRATIVE 


Vermilion’s gross general and administrative (G&A) expenses increased by 


14.1 percent in 1999 along with the significant growth in the Company's operations and 


staffing levels. More important however is the 11.7 percent reduction in net G&A costs on a 
per boe basis reflecting the Company’s increased production efficiency. The most significant 
factor in reducing Vermilion’s per boe G&A costs was a 30.9 percent increase in overhead 
recoveries in 1999 as the Company improved the efficiency of its facilities infrastructure. 
Vermilion is well-positioned for further consolidation of its core areas and expansion into 
new project areas through exploration and acquisitions in Canada or France. 


general & administrative expenses 


1999 1998 1997 
$000s $/boe $000s $/boe $000s $/boe 
Gross G&A $ 7851 §$ 4 Py Lc a oso SS ty s Zoey SS IEVO 
Recoveries (2,298) (0.51) (1,756) (0.50) (257) (0.11) 
5,553 1.24 5,126 1.47 3,835 1259 
Capitalized G&A (495) (0.11) (663) (0.19) (555) (0.23) 
Net G&A $ 5,058 §$ hie 5 abyss GS UZSE bao, 200 $ 1.36 
cash flow per boe 
1999 Years Ended December 31 
Q1 a2 Q3 Q4 1999 1998 1997 
Oil & Gas Revenues $18.02 $22.14 $25.45 $30.17 $24.15 $15.91 $22.38 
Royalties (net of ARTC) (3.50) (3.93) (5.51) (6.19) (4.84) (3.00) (3.57) 
Production Expenses (4.76) (4.49) (4.44) (4.14) (4.45) (5.51) = (5.87) 
Operations Netback $ 9.76 $ 13.72 $15.50 $19.84 $14.86 $ 7.40 $12.94 
General & Administrative (1.05) (0:99) (1.01) 142) (1.13) (1.28) (1°36) 
Interest (1.53) (1.59) e162) 42) 55 (1-52) 05 ( 0:76) (0.26) 
Current & Capital Taxes (0.26) (019) | 0.52 0.50 0.16 (0.10) (0.10) 
Marketing, Foreign 
Exchange & Other - ~ = (0.16) (0.05) 0.30 (0.22) 
Cash Flow Per boe $ 6.92 $ 10.95 $13.39 $17.34 $12.32 $ 5.56 $ 11.00 
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DEPLETION AND DEPRECIATION 


Vermilion’s depletion and depreciation expense increased 50.1 percent in 
1999, primarily due to increased production volumes. While the depletion rate has 
increased on a year-to-year basis reaching the current level of $4.52 per boe, it remains 
below the Company's target rate of $6.00 per boe. This objective is considered reasonable 
by management given Vermilion’s portfolio of opportunities and strategy to maintain top 
decile finding costs. 


The Company provides for expected future costs associated with site restoration 
and abandonment of facilities and wells in its depletion and depreciation provision. At year- 
end 1999, the estimated future site restoration costs totaled $24.4 million up from $24.1 
million in 1998. 


depletion & depreciation expense 


Years Ended December 31 1999 1998 1997 


Depletion and Depreciation Expense ($000s) 20,308 13,534 7,350 
Depletion and Depreciation Expense Per boe $ 4.52 $ 3.87 $ 3.06 


INCOME TAXES 


Historically, Vermilion has had a tight tax horizon of one year after which the 
Company becomes cash taxable. In preparing Vermilion’s original 2000 budget, management 
assumed a US$19.00 WTI price forecast that generated a tax liability in 2001 and maintained 
the one-year horizon. However, the prevailing commodity price environment is creating an 
immediate tax liability in 2000 which is currently being addressed by management. 


The Company’s 1999 tax provision of $13.6 million, comprised of current, capital 
and deferred taxes, resulted in an effective tax rate of 40 percent. This compares with a tax 
provision of $1.8 million and a 35 percent effective corporate tax rate in 1998. Increases in 
the provision and rate are a direct result of the Company’s improved profitability. Cash taxes 
reflect a recovery of prior years taxes paid that offsets the Large Corporations Tax totaling 
$266,000. The statutory tax rates in Canada and France are 44.6 percent and 
40.0 percent respectively. 


The Canadian Institute of Chartered Accountants has adopted new rules for 
income tax accounting effective for fiscal years commencing on or after January 1, 2000. 
The rules apply for corporation income tax accounting which will require Vermilion to move 
to the liability method from the deferral method. Under the new standard, tax assets and 
liabilities must be measured using income tax rates and applying tax laws expected to apply 
to taxable income in periods when the tax assets or liabilities are expected to be realized or 
settled. The impact of this change on Vermilion is expected to be a charge to retained 
earnings of approximately $18.0 million, a charge to capital assets of approximately 
$6.5 million and the recording of a deferred income tax liability of approximately 
$24.5 million on January 1, 2000 when these requirements were adopted. 
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tax pools 

December 31, 1999 Rates $000s 
Canada 

Canadian Exploration Expense 100% 1,500 
Canadian Development Expense 30% 26,900 
Canadian Oil and Gas Property Expense 10% 29,200 
Undepreciated Capital Cost 25% 21,900 
Share Issue Costs 1/5 3,000 
Non Capital Losses 100% 4,500 
Total 87,000 
France 

Seismic 50% 3,000 
Intangible Costs 25% 38,300 
Production Tangible Costs 30% 19,300 
Other Tangible Costs and Building 10% 2,200 
Non Capital Losses 100% 13,900 
Total 76,700 


CAPITAL EXPENDITURES 


In an environment of continued price uncertainty, Vermilion reduced its 1999 
capital expenditures budget to strengthen the Company’s balance sheet. The revised 
capital budget totaling $46.3 million was spent primarily during the second half of 1999, 
with some of the incremental production coming on-stream during the first quarter of 
2000. Seventy-eight percent of the budget was spent on domestic exploration and 
development activities, while the remainder was allocated to preparations for the next 
wave of drilling activity in France. 


In Canada, the Company drilled 40 gross (29.1 net) wells with an average success 
rate of 82.5 percent. Vermilion continued its development program at Chip Lake, while 
pursuing various exploration concepts and experimenting on deeper horizons to expand the 
area’s multi-zone potential. At Utikuma, Vermilion tested some of its development theories 
during its initial drilling program including exploratory pool extensions. The Company's third 
core area, Caroline, emerged with the discovery of a new Viking gas trend on an existing 
33 percent working interest property. This was followed by the addition of a 150-section 
farmin arrangement. 


With low crude prices at the outset of 1999 followed by an unexpected recovery, 
Vermilion postponed all drilling activities in France to 2000. This allowed management to 
accomplish its objective of reducing drilling costs in France by allowing for longer lead times 
in the planning stages preceding a new drilling program. Vermilion is extremely excited 
about the potential of its exploration concessions in the Paris Basin as well as the expansion 
of the Parentis field, expected to be achieved with reduced drilling costs. 
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Despite a late start to the 1999 drilling program, Vermilion is very pleased with the 
results including: 


* 3 new pool discoveries at Chip Lake; 
° 3.7 million barrels of established reserves added at Utikuma; 


* completed 3D seismic shoot at Parentis identifying significant features extending the pool 
size; and, 


° identification of a potential new project area at Caroline and further exploration prospects 
in the W5 corridor. 


In 2000, Vermilion has expanded its capital budget to $100 million which is 
comprised of a $30 million capital expenditure program for France and a $70 million capital 
program for Canada. Included in the Canadian budget is a $30 million acquisition 
representing the consolidation of working interests at Utikuma. The risk profile of the 
Company’s 2000 capital program has increased relative to prior years as 23 percent of 
the budget will be applied to higher risk activities. This is consistent with Vermilion’s 
three-phased corporate strategy that is applied to each project area and includes a 
third exploration phase in which new pools and new horizons are defined. 


CAPITAL RESOURCES 


Cash flow from operations was the key factor driving the 1999 capital program and 
remains the basis for funding the proposed 2000 capital budget. Vermilion is faced with a 
new challenge, as it becomes increasingly difficult to spend the record quarterly cash flows 
currently being generated given a budget based on a lower commodity price environment. 
With two years of drilling inventory on hand, Vermilion is well positioned to increase capital 
spending but the Company will allocate its capital resources with due regard to prudent debt 
management. In keeping with the Company's financing strategy, Vermilion will use cash flow 
and equity to fund development and exploration expenditures and use leverage to fund 
acquisitions where a definable borrowing base is identified. While cash flow was the primary 
component funding the 1999 capital program, the Company also used proceeds from a 
$7.5 million flow-through share financing to expand the exploration budget leading into 2000. 
By year end Vermilion had spent slightly less than its cash flow, allowing for a $15.6 million 
reduction in the long-term debt and working capital. 


In 2000 Vermilion anticipates funding a $100 million capital budget with 
$80 million of cash flow and $20 million of debt. A well-defined hedging program will 
provide a solid base for the $80 million cash flow which was projected based on a 
revised US$21.50 WTI price file. 


For the year 2000, Vermilion has hedged an average of 3,000 barrels of oil 
equivalent per day of crude oil at an average WTI of US$22.00 to ensure the primary 
development and exploration budget can be protected without accessing debt in a severe 
commodity price decline. Proceeds received from the flow-through share financing 
completed in December 1999 will help preserve the expanded $16 million exploration 
program. Average prices in the first quarter suggest that cash flow may exceed that 
budgeted for 2000. This will give the Company significant flexibility to expand the capital 
budget, reduce the debt component of the budget, pursue the normal course issuer bid or 
proceed with some combination of these alternatives. The increased focus on exploration 
capital and the need to protect the development capital budget underscores the importance 


of Vermilion’s hedging strategy. 
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capital expenditures 


($000s) 1999 
Land & Seismic $ 7,350 
Drilling & Completion 21,971 
Production Equipment & Facilities 8,138 
Workovers 6,556 
Capitalized Exploration Administration 495 
Drilling & Development Expenditures 44,510 
Property Acquisitions 947 
Corporate Acquisitions (Utikuma) - 
Other 837 

$ 46,294 


capital resources 


($000s ) 1999 
Cash Flow $ 55,349 
Debt and Working Capital (17,454) 
Equity 8,399 

$ 46,294 


RISK MANAGEMENT 


Crude oil and natural gas exploration, production, acquisition and marketing 


1998 

Se oez7, 
46,716 
21,683 
5,828 
663 
81,317 


34,923 
32,174 
1,356 

$ 149,770 


1998 

$ 19,621 
86,325 
43,824 

$ 149,770 


$ 


1997 
5,612 
18,211 
5,980 
10,097 
555 
40,455 


37,881 


iSEY/ 
26,407 
7,835 
44,392 
78,634 


operations involve a number of business risks. Such risks include fluctuations in commodity 
prices, exchange rates and interest rates, exploration risk, product demand, transportation 


restrictions and governmental regulatory changes. 


In 1998, Vermilion hired an external consulting firm to assess the commodity and 
currency risks and assist with the development of a risk management strategy which has 
since been incorporated in the Company’s planning and budgeting process. Maintenance of a 
strong financial position and a stable cash flow stream through the development of long-life 


reserves are key to mitigating all business risks. 
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commodity risk 


The significant volatility in world oil prices underscores the importance of 
effective hedging strategies. Vermilion’s strategy balances an assessment of its financial 
position against historical pricing and market research with the objective of protecting 
the capital program during weak commodity cycles. Guarding against commodity 
downside has become crucial while managing debt levels that are in excess of one year’s 
cash flow. Management will continue to evaluate the marketplace adopting appropriate 
hedging mechanisms when necessary to protect future capital programs. Increased access to 
natural gas markets in the U.S. has allowed producers to lock in prices well above historical 
levels. Vermilion has used a balanced portfolio approach and protected 26 percent of its 
current natural gas production from market price fluctuation while ensuring extremely 
attractive operating netbacks. The table below outlines the crude oil swap transactions in 
place for 2000. 


hedging summary 


Q1 Q2 Q3 Q4 
Average Volume - Brent (bbis/d) 1,200 1,200 1,200 1,200 
Average Price — Brent (US$) 20.67 20.67 20.67 20.67 
Average Volume —WTI (bbis/d) 2,300 2,300 1,300 1,300 
Average Price —WTI (US$) 22.72 21.69 20.71 20.71 


currency risk 


The Company’s primary currency risk exposure lies with the U.S. dollar 
denominated revenue stream in both Canada and France. Management is currently 
reviewing US dollar denominated debt instruments to balance this exposure. Such vehicles 
are being considered as the Canadian dollar has been trading at historical lows compared to 
its 10-year trading range. Vermilion’s exposure to fluctuations in the French franc is limited 
primarily to reinvestment and repatriation of funds. Forward sale contracts can be used to 
mitigate such risks. The remaining cash flow from our French operations is reinvested within 
France and creates a natural hedge to the working capital and cash flow stream once 
converted to French francs. 


year 2000 risk 


The Company experienced no ill effects on the occurrence of the change in date. It 
is not possible, however, to conclude that all aspects of the Year 2000 issue that may affect 
the Company, including those related to customers, suppliers, or other third parties, have 
been successfully resolved. 
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management's report to the shareholders 


The accompanying consolidated financial statements of Vermilion Resources Ltd. are the 
responsibility of management and have been approved by the Board of Directors. The financial 
statements have been prepared in accordance with accounting policies detailed in the notes to the 
financial statements and are in accordance with accounting principles generally accepted in Canada. 
Where necessary, management has made informed judgments and estimates of transactions which 
were not complete at the balance sheet date. Financial information throughout the Annual Report is 
consistent with the financial statements. 


Management ensures the integrity of the financial statements by maintaining high quality 
systems of internal control. Procedures and policies are designed to provide reasonable assurance 
that assets are safeguarded and transactions are properly recorded, and that the financial records are 
reliable for preparation of the financial statements. 


KPMG LLP, the Company’s external auditors, have conducted an examination of the 
consolidated financial statements in accordance with generally accepted auditing standards in Canada 
and have provided an independent opinion. 


The Board of Directors is responsible for ensuring that management fulfills its responsibility 
for financial reporting and internal control. The Board carries out this responsibility principally through 
the Audit Committee which is appointed by the Board and is comprised of a majority of Directors who 
are not employees of the Company. The Committee meets periodically with management and the 
external auditors to satisfy itself that each party is properly discharging its responsibilities and to 
review the consolidated financial statements, the Management's Discussion and Analysis and the 
external Auditors’ Report before they are presented to the Board of Directors. 


(be FZ 


Jeffrey S. Boyce Stephen £. Bjornson 


President & Chief Executive Officer Vice President, Finance & Corporate Secretary 


auditors’ report to the shareholders 


We have audited the consolidated balance sheets of Vermilion Resources Ltd. as at 
December 31, 1999 and 1998 and the consolidated statements of earnings and retained earnings and 
cash flows for the years then ended. These financial statements are the responsibility of the Company's 
management. Our responsibility is to express an opinion on these financial statements based on our 
audits. 


We conducted our audits in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Company as at December 31, 1999 and 1998 and the results of 
its operations and its cash flows for the years then ended in accordance with Canadian generally 
accepted accounting principles. 


[PIG -2P 


Chartered Accountants 


Calgary, Canada February 28, 2000 
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consolidated balance sheets 


December 31 

($000s) ; 1999 1998 
Assets 

Current assets: 


Cash $ 4,567 $ 1,370 
Accounts receivable 17,458 11,408 
Crude oil inventory 7,200 2 Phe 
Prepaid expenses and other 2,079 1,616 
31,304 17,204 

Investment (note 2) 4,364 = 
Deferred charges 1,155 591 
Capital assets (note 3) 266,520 246,918 
$ 303,343 $ 264,713 


Liabilities and Shareholders’ Equity 
Current liabilities: 


Accounts payable and accrued liabilities $ 30,468 Se eas 509 
Long-term debt (note 4) 95,539 93,903 
Employee benefits liability (note 8) 103 730 
Provision for future site restoration (note 3) 4,321 2,988 
Deferred income taxes as 23,859 9,736 

154,290 140,956 
Shareholders’ equity: 
Share capital (note 5) 112,620 107,187 
Retained earnings 36,433 16,570 
149,053 123,757 
Commitments and contingencies (note 10) 
; $ 303,343 $ 264,713 
See accompanying notes to consolidated financial statements. 
On behalf of the Board: 
ey S. Boyce Charles W. Berard 
Director Director 


ili Itd. 
financial statements | 46 


consolidated statements of earnings and retained earnings 


Years ended December 31 


($000s, except per share amounts) 1999 eo 1998 
Revenue: 
Petroleum and natural gas revenue $ 108,443 $ 55,660 
Royalties, net of ARTC : 21,724 = 10,509 
86,719 45,151 
Other income Seas Saat ee eT _ ee te 1,062 
eyie rf me : bio 86,719 46,213 
Expenses: 
Production 19,990 19,283 
Interest 7,202 2,661 
General and administration 5,058 4,463 
Foreign exchange 385 1,000 
Depletion and depreciation 20,308 — 13,534 
5 52,943) 40,941 
Earnings before income taxes and other items 33,776 5 2ie 
Income taxes (note 6): 
Deferred 14,358 1,494 
Current (recovery) (978) 182 
_ Capital wy ; : es 266 158 
13,646 1,834 
Other items: 
Equity in losses of affiliate (note 2) 122 - 
Net earnings 20,008 3,438 
Excess of consideration rendered over stated value 
of shares redeemed (note 5) (145) - 
Retained earnings, beginning of year 16,570 13,132 
Retained earnings, end of year $ 36,433 $ 16,570 
Net earnings per Common Share: 
Basic $ 0.40 $ 0.07 
Fully diluted $ 0.37 $ 0.07 


See accompanying notes to consolidated financial statements. 
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Furniture and Equipment: 


ier ae Furniture and equipment are recorded at cost and are being amortized on a 
__ declining balance basis at rates of 20 percent to 50 percent per year. 


(d) —— Crude Oil Inventories: 


= = Inventories Gfcrude oil, consisting of unsold product at the Ambés Shipping 
Terminal, are valued at current estimated selling price net of related expenses and reflected as 
an adjustment to petroleum and natural gas revenue. 
eS (e) Stock Based Compensation Plan: 
ie : Consideration paid by employees or directors on the exercise of stock options under 
the employee stock eee plan is recorded as share capital. 
= a 
mistoned Charges: 


iH 


aS Deferred charges relate to the costs associated with long-term debt acquired in the 
ie year as well as the deferred foreign exchange loss with respect to cross currency interest rate 

_ swap contracts. The deferred costs associated with long-term debt are amortized on a straight- 
2 vs = tine basis over the life of the debt obligation. Deferred charges at December 31, 1999 are net 


5 or accumulated amortization of $520,000 (December 31, 1998 — $155,000). 


(a) : Derivative Financial Instruments: 
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(i) Flow-through Shares: 


The resource expenditure deductions for income tax purposes related to exploratory 
and development activities funded by flow-through share arrangements are renounced to 
investors in accordance with tax legislation. Capital assets and share capital are reduced by the 
estimated cost of the renounced tax deduction. 


(j) Foreign Currency Translation: 


Foreign currency balances of foreign subsidiaries, which are considered to be 
integrated, are translated on the following basis: 


¢ Monetary assets and liabilities are translated at the rates of exchange prevailing at 
the balance sheet dates. 


* Non-monetary assets, liabilities and related depreciation and depletion expense 
are translated at historical rates. 


¢ Sales, other revenues, royalties and all other expenses are translated at the 
average rate of exchange during the month in which they are recognized. 


Any resulting foreign exchange gains and losses are included in earnings. 


(k) Deferred Income Taxes: 


The Company follows the deferral method of tax allocation accounting under which 
the provision for corporate income taxes is based on earnings reported in the accounts and 
takes into account the tax effect of timing differences between financial statement income and 
taxable income. 


INVESTMENT AND BUSINESS ACQUISITION: 


(a) Effective October 20, 1999 the Company acquired 43,714,000 warrants of Del Mar 
Energy Inc. (renamed Aventura Energy Inc. (“Aventura”)) in exchange for a royalty interest on 
certain petroleum and natural gas properties. 


The Company has approximately 39 percent equity ownership in Aventura and has 
accounted for the investment using the equity method. The investment is recorded at original 
cost and adjusted for the Company’s proportionate share of Aventura’s net earnings or losses 
and dividends received since the date of acquisition. 


(b) On November 4, 1998 the Company signed a letter agreement to purchase all the 
outstanding shares of 764031 Alberta Ltd., a private Canadian oil and gas company for total 
consideration of $32,174,000. The arrangement closed on December 1, 1998 at which time 
764031 Alberta Ltd. became a wholly owned subsidiary of the Company. The combination of 
764031 Alberta Ltd. was accounted for as an acquisition using the purchase method of 
accounting as follows: 


Allocation of Purchase Price: 


Capital assets $ 38,293 
Current assets 263 
Current liabilities (2,080) 
Deferred income taxes (1,331) 
Note payable (2,910) 
Site restoration : ‘ (61) 


Soe, We 
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25,000,000 and FRF 30,000,000 for Canadian dollars in 2000 and 2001 respectively. 


To reduce the interest rate cash flow risk on the Credit Facility, the Company entered 
into cross currency interest rate swap contracts whereby the Company received FRF 
25,000,000 and FRF 30,000,000 in exchange for $6,000,000 and $7,382,000 respectively. The 
Company is entitled to receive interest at floating rates on the Canadian dollar principal 
amounts and is required to pay interest at fixed rates of 4.30 percent and 4.67 percent (before 
stamping fees) respectively on the French franc principal amounts. The net interest receivable 
or payable under the contracts is settled quarterly with the counterparty, which is a United 
States bank. Pursuant to the contracts, the Company is required to exchange the FRF 


SHARE CAPITAL: 


(a) 


(b) 


Authorized: 


Unlimited number of Common Shares 
Unlimited number of Preferred Shares 


Common Shares Issued: 


Balance, December 31, 1997 


Common shares issued for cash 

Stock options exercised for cash 
Flow-through share offering 

Share issue costs, net of deferred tax of $969 
Normal course issuer bid shares acquired 
Tax effect on flow-through shares issued 


Balance, December 31, 1998 


Stock options exercised for cash 
Flow-through share offering 
Share issue costs, net of deferred tax of $236 


Normal course issuer bid shares acquired 


Tax effect on flow-through shares issued 


Balance, December 31, 1999 


(c) 


Flow-through Shares: 


Number of 
Shares 


42,154,338 
5,063,291 
673,250 
1,312,838 


(15,200) 
49,188,517 
740,976 
1,500,000 


(69,200) 


Amount 
$ 64,590 
40,000 
1,146 
4,923 
(1,219) 
(56) 
(2,197) 
107,187 
1,711 
7,500 
(292) 
(139) 
(3,347) 


51,360,293 


$ 112,620 


Pursuant to flow-through share agreements dated December 21, 1999, the Company 
had renounced resource expenditures of $7,500,000 prior to February 29, 2000. The Company 
is committed to incur the qualifying expenditures prior to December 31, 2000. 
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; (dad) Stock Options: 

2 : #2 es ata oa The Company has a stock option plan under which the Board of Directors may grant 
qa dre + stock options to directors, officers and employees for the purchase of Common Shares. At 
mar . December 31, 1999, the Company has outstanding a total of 4,649,167 (December 31, 1998 - 
ir : 2 4,656,643) options under the Stock Option Plan. The options are exercisable at prices from 
2 $0.70 to $6.55 and expire at various dates between 2000 and 2004. 
ae 
Bes 5e ¥ The following tables summarize information about the Company’s stock options at 
fe AE December 31, 1999. 
nee eh Sere : ; Options outstanding Options exercisable 
is ; ee Range of Average Average Average 
: at: 2 : exercise Number remaining exercise Number exercise 
ate eee prices outstanding life in years price exercisable price 
Ie $0.70 — $2.99 335,000 15. $ 1.46 335,000 $ 1.46 
rn SS $3.00 - $4.99 3,369,167 25 4.01 1,098,666 4.41 
i ree , $5.00 — $6.55 945,000 3.0 6.09 260,000 26°32 
ar ee: —$0.70-$6.55 4,649,167 2.5 $ 4.25 1,693,666 $ 4.12 

an ica =f 1999 1998 
kt eo Average Average 

Seehiy. ay , Number exercise Number exercise 
= oy ce ae of options price of options =. price 
Bg aera - Balance, beginning of year 4,656,643 $4.08 3,425,893 $3.71 
Se ee 
Da at . 7 Granted 1,206,500 4.17 1,989,000 3.95 
oN = ‘ Exercised (740,976) 2.31 (673,250) 1.70 
ye iat Cancelled (473,000) 5.41 (85,000) 4.72 
a Balance, end of year 4,649,167 $4.25 4,656,643 $ 4.08 
bea Exercisable 1,693,666 $4.12 1,439,310 $ 3.11 
r Ee : 5 
cay eee 

aes ob [eee a ioe & shee (:) Normal Course Issuer Bid: 
ald eee 7 >. 


Effective October 28, 1999, the Company commenced a normal course issuer bid 
process to purchase the Company's Common Shares. The bid was approved to purchase up to 
five percent of the issued and outstanding Common Shares, or 2,482,837 Common Shares and 
-_will terminate on October 27, 2000. 


zi pies ; During the year ended December 31, 1999, the Company acquired 69,200 Common 
<i Eero) Shares for consideration consisting of cash proceeds totaling $284,000. As the consideration 
pee = rendered was in excess of the stated value of the shares, the amount in excess totaling 
Soee A $145,000 was recorded as a reduction of retained earnings. 
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DEFERRED INCOME TAXES: 


The provision for income taxes differs from the result which would be obtained had 
the combined statutory income tax rates for the respective Canadian and foreign jurisdictions 
been applied to net earnings. The actual income tax expense differs from the amount that 
would have been expected if the reported earnings had been subject only to the statutory 
Canadian income tax rate of 44.6 percent. 


eee peace 
$533,776 $15,272 


Earnings before income taxes 


Corporate tax rate 44.6% 44.6% 
Expected tax expense 15,064 27001 
Increase (decrease) in taxes resulting from: 
Non-deductible crown payments 5,661 1,774 
Resource allowance (4,954) (1,566) 
Alberta Royalty Tax Credit (567) (618) 
Non-deductible depletion 1,209 148 
Foreign tax rate differentials (1,983) (e352) 
Foreign exchange (978) 828 
Capital taxes 266 158 
Other a7 ae a reas aire eer Zeta eee 
Provision for income taxes $ 13,646 $ 1,834 


At December 31, 1999, the Company has approximately $87,000,000 (December 31, 
1998 - $85,000,000) of tax deductions for Canadian income tax purposes and 
approximately $76,700,000 (December 31, 1998 — $90,700,000) of tax deductions for French 
income tax purposes. 


FINANCIAL INSTRUMENTS: 


(a) Risk Management Activities: 


The nature of the Company's operations result in exposure to fluctuations in 
commodity prices, exchange rates and interest rates. The Company monitors and when 
appropriate, utilizes derivative financial instruments to manage its exposure to these risks. The 
Company is exposed to credit-related losses in the event of non-performance by counterparties 
to the financial instruments. The Company deals with only major financial institutions and does 
not anticipate non-performance by the counterparties. 
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(i) The Company has entered into cross currency interest rate swaps as 
described in note 4 to reduce its exposure to fluctuations in interest expense. 


At December 31, 1999 the fair value of the cross currency interest rate 
swaps has been fixed at a gain of approximately $223,000 (December 31, 1998 - loss 
of approximately $286,000). This amount is being deferred and amortized over the 
remaining life of the swaps. 


(ii) The Company uses oil swap agreements to hedge anticipated sales of 
crude oil. At December 31, 1999 the Company had entered into both Canadian and 
U.S. dollar oil swaps with financial institutions to hedge approximately 1,097,000 
barrels (3,000 barrels per day). The hedge prices range from US$20.06 to US$24.25 
(average price of $31.00 Canadian per barrel using an average exchange rate of 
0.685) and mature during calendar year 2000. At December 31, 1999 the fair value of 
the oil swaps was a cost of approximately $1,011,000. The Company does not obtain 
collateral or other security to support its oil swap agreements, however, the 


S Company deals with only major financial institutions and does not anticipate non- 
hia, : performance by the counterparties. 
(b) Fair Values: 


The carrying values of cash, accounts receivable, short-term investments, accounts 
payable and accrued liabilities and long-term debt approximated their fair values as at 
December 31, 1999 and 1998. Long-term debt with variable interest rates are assumed to be at 
fair value and are not revalued. 


8. EMPLOYEE BENEFITS LIABILITY: 


eaten i The employees benefits liability represents amounts estimated to be owed to 
i employees in France based on the employees age, salary, current position and life expectation. 
The amount represents a compensation amount imposed by French legislation, and a 
collective agreement and is payable to the employee at the time of the employees retirement. 


The provision for employee benefits liability is recorded in the statement of earnings 

as a component of general and administration expenses and on the balance sheet as a long- 

sik term liability. At December 31, 1999 the estimated liability to be accrued over the life of the 
the remaining employees are $ 443,000. 


. sts Leif a 
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10 


11 


12 


SEGMENTED INFORMATION: 


The Company has operations in Canada and France. The Company's entire operating 
activities are related to exploration, development and production of petroleum and natural gas. 


1999 1998 

Petroleum and natural gas revenue: 
Canada $ 59,348 $ 23,806 
France 49,095 31,854 


$ 108,443 $ 55,660 
Net earnings: 
Canada $ 11,036 $ 8,246 
France 8,972 (4,808) 
$ 20,008 $ 3,438 
Funds generated from operations: 
Canada $ 31,669 $ 15,678 
France 23,680 3,943 
$ 55,349 $ 19,621 
Capital expenditures: 
Canada $ 36,058 $ 94,726 
France 10,236 55,044 
$ 46,294 $ 149,770 
Identifiable assets: 
Canada $ 174,540 $ 142,903 
France 128,803 121,810 
$303,343 $ 264,713 


COMMITMENTS AND CONTINGENCIES: 


At December 31, 1999, the Company had a letter of credit outstanding for 19,900,000 
French francs (approximately $4,500,000 Cdn.) in favour of the vendor of the properties 
acquired in France, which secures certain indemnities given to the vendor. The letter of credit 
expires July 2000 and has a 10 percent drawdown upon annual renewal. 


COMPARATIVE FIGURES: 


The presentation of certain accounts for previous periods has been changed to 
conform to the presentation adopted for the current period. 


UNCERTAINTY DUE TO THE YEAR 2000 ISSUE: 


The Year 2000 Issue arises because many computerized systems use two digits 
rather than four to identify a year. Date-sensitive systems may recognize the year 2000 as 1900 
or some other date, resulting in errors when information using year 2000 dates is processed. 
In addition, similar problems may arise in some systems which use certain dates in 1999 to 
represent something other than a date. Although the change in date has occurred without 
incident, it is not possible to conclude that all aspects of the Year 2000 Issue that may affect the 
Company, including those related to customers, suppliers, or other third parties, have been 
fully resolved. 


re five year summary 
7 + . ; 
_ Fiscal Year Ending December 31 

7 FINANCIAL ($000s, except share and per share amounts) 
—) Petroleum and Natural Gas Revenue 
7 - Cash Flow from Operations 
6 oo ; ; 

ts _ Per Share 
Net Earnings 
,: SS ss Per Share 


ape Capital Expenditures 
‘Total Assets 
Total Long-Term Debt 


=> Shareholders’ Equity 
< re Common Shares Outstanding 
ey End of Period 
_ _ Weighted Average 
. 5 Fully Diluted, End of Period 
Share Trading 
ss, High 
des Low 
Close 
a OPERATIONS 
be: : Production 
2 Crude Oil (bbis/a) 
oes NGLs (bbis/d) 
3 = oe _ Natural Gas (mef/d) 
2 Total (boe/d) 
rae 


Average Selling Price 

WTI Reference (US$ per bbl) 
Crude Oil (per bb!) 

1-7. -NGls (per bbl) 

4 Natural Gas (per mcf) 

‘ rations ‘Netback (per boe) 
ow Netback (per boe) 


Bee Cid Oil (bbls! 
te es 


2 
ad 
, 
* 


1999 


$108,443 
55,349 
1.12 
20,008 
0.40 
46,294 
303,343 
95,539 
$149,053 


51,360,293 
49,606,511 
56,009,460 


$ 6.85 
2.00 
$ 4.45 


8,293 
1,269 
27,427 
12,305 


$ 19.24 
23.64 
19.43 

2.78 
14.86 
$12.32 


54,617 
8,388 
146,612 
77,667 
898,295 
$ 6.20 
$ 7.54 
2.0 
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1998 1997 1996 1995 


$ 55,660 $ 53693 $ 9,323 $ 2,077 


19,621 26,378 5,169 1,085 
0.42 0.70 0.24 0.08 
3,438 11,358 1,866 243 
0.07 0.30 0.09 0.02 
149,770 78,634 27,428 9,022 


264,713 130,231 44,246 19,609 


93,903 17,549 13,404 - 4,269 


61235157, 50 (7122-59 .-214,256" 2S. 5,366 


49,188,517 42,154,338 29,909,864 16,367,071 
46,705,676 37,773,872 21,403,004 14,473,854 
53,845,160 45,580,231 32,982,935 19,116,482 


$ 


$ 


$ 


$ 


$ 
$ 


52a aaa,” 04.50 eS 0.85 
2.50 3.85 0.70 0.45 
285 $ 825 $ 450 $ 0.75 
6,877 4,825 229 77 
838 651 318 98 
18,676 10,973 7,600 1,835 
9,583 6,573 1,307 359 
14.43 $ 20.61 $ 22.01 $ 18.40 
14.34 22.33 26.93 19.49 
13.18 19.93 21.50 15.78 
2.29 2.41 1.63 1.43 
7.40 12.94 13.33 10.29 
556 $ 1100 $ 1078 $ 8.28 
51,486 34,876 1,330 673 
7,844 5,451 2,758 1,376 
139,950 104,486 60,004 15,053 
73,325 50,776 10,088 3,554 


884,092 256,053 45,450 18,881 


626° So 24. Sal S StF 
6.27.4 — 6.67... “$= 2.2.00_—$) . 0:89 
0.9 4.7 3.4 
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FRANCE STAFF 


Jean Philippe Azpiazu, Technicien Exploitation - Opérateur 


Béatrice Bach, Chef du Personnel & Administratif des Bureaux 


Brigitte Barland, Secrétaire 

Jean Louis Bernede, Opérateur 

Noélle Beylac, Comptable Opérationnelle 

Alexandre Bichot, Technicien Exploitation — Opérateur 
Catherine Bouchard, Secrétaire de Direction 

Michel Braga, Opérateur 


Patrick Caillot, Directeur Développement 
& Relations Extérieures 


David Cannon, Directeur Général 
Yves Casier, Conducteur de Travaux 
Patrick Catala, Coordinateur Transports 
André Dadar, Assistant 

Hervé Degoul, Responsable Workover / Pulling 
Carl Dorsch, Directeur Forage 

Thierry Doumic, Informatique 

Gilles Duviviers, Opérateur 

André Enenkel, Achats/Magasin 
Claude Engard, Métrologie / Corrosion 
Jacques Francois, Opérateur 

Valérie Gaillard, Assistante Technique 
Denis Gratton, Directeur de Gestion 


Gérard Herran, Responsable Sécurité / Permittage 


Antoine Jimenez, Magasinier 

Christophe Jourde, Technicien Exploitation - Opérateur 
Bernard Krakowiak, Chef Opérateur 

Patrick Kwasniewski, Intendant Workover 

Gilles Lafue, Responsable du Bassin Parisien 

Donald Lajoie, Chef Ingénierie, Projets Surface & Fond 
Josette Larroze, Contréle Codts 

Marie Christine Larrue, Secrétaire 

Christian Lopez, Opérateur 

Dominique Marin, Opérateur 

Kévin Orlandi, Opérateur 

Michéle Pochart, Technicienne Comptable 

Claude Poujardieu, Opérateur 

Denis Quessard, Chef de Champ Bassin Aquitain 
Michel Rembert, Nouveaux Projets / Electricité 

Martin Robert, Directeur de Production 

André Sanchez, Chef Comptable 

Didier Sentucg, Mécanique Fond - Déparaffinage 
Michel Skoberne, Superviseur Pulling / ESP — Serviceman 
Thomas Valero, Conducteur de Travaux 

Jean Pierre Verdier, Directeur Financier et Administratif 


Ghislaine Vollaud, Comptabilité Fournisseur 


CANADA STAFF 
Charles Anderson, Operator — Level 1 
Garth Anderson, Senior Exploitation Engineer 


Ron Andriuk, Senior Geologist, Exploration 


Joe Arcuri, Production Technologist, Canada 


Annie Arguile, Executive Secretary 
Chris Baker, Vice President, Exploration 
Tom Banks, Manager, Production & Marketing 


Steve Bjornson, Vice President Finance 
& Corporate Secretary 


Leslie Bodell, Senior Payable Accountant 
Kendall Bohning, Operator — Level 1 
Colleen Boos, Land Administrator, Mineral 
Jeff Boyce, President & CEO 


Laurie Bradford, Land Administrative Assistant 


Kathleen Bricker, Engineering & Operations Secretary 


Rob Brown, Geologist 
Cindy Buote, Receptionist 
Ray Carbert, Operator — Level 1 


Maria Comrie, Manager, Exploration — France 


_Lorenzo Donadeo, Executive Vice President 


Vince Farkas, Manager, Business Development 
Mike Foster, Operator — Level 2 


Claudio Ghersinich, Executive Vice President 


Cheryl Gietz, Manager, Human Resources & Administration 


Eric Gladue, Operator — Level 3 


Dave Griffith, Senior Geophysicist 


Brian Halldorson, Operator — Level 3 


Hardtman, Accounting Administrator 
/dney Heggs, Junior Payable Accountant 


, Operator - Level 1 


— 


H Brady Jensen, Operator — Level 3 
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Eric Key, Production Superintendent 


Darren Kisser, Senior Drilling & Completions Engineer 
Adele Langer, Senior Geological Technologist 
Janice Larson, Senior Geological Technologist 
Jennifer Liknes, Office Services 

Rob Macaulay, Team Leader, France Exploitation 
Monty Macewan, Area Foreman — Utikuma 
Paula Massitti, Fixed Asset Accountant 

Wendy Matchett, Senior Production Accountant 
Susan McNutt, Senior Land Analyst 

Carolyn Nicholls, Administrative Secretary 
Denis Poissant, Operator — Level 2 

Kevin Polan, Senior Geologist 

Kevin Radomske, Area Foreman — Chip Lake 


John Ramescu, Vice President, 
Land & Business Development 


Reid Rauch, Operator — Level 1 

Debbie Reid, Corporate Administrator 

Elaine Reykdal, Surface Land Analyst 

Tom Robertson, Manager, Business Development 
Nathalie Ruault, Secretary, International 

Rob Sadownyk, Senior Geologist, Exploration 
Judith Sloane, Production Marketing Representative 
Jack Smith, Controller 

Paul Smith, Senior Landman 

Heather Strang, Manager, Corporate Communications 
Steve Stretch, Senior Geophysicist 

Darlene Van Pelt, Payroll & Benefits Coordinator 

lan Walker, Senior Geologist 

Ron Williams, Manager, Finance 

Blaine Wilson, Operator — Level 1 


Jason Yuen, Senior Production Accountant 
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corporate information 


DIRECTORS 


Jeffrey S. Boyce (1) 
Calgary, Alberta 


Charles W. Berard (1) (2) (3) (4) 
Partner, Macleod Dixon 
Calgary, Alberta 


Lorenzo Donadeo (3) 
Calgary, Alberta 


Claudio Ghersinich (2) 
Calgary, Alberta 


Joseph Kalli (1) (2) (3) (4) 
President 

Rosebridge Capital Corp. 
Calgary, Alberta 


(1) Audit Committee 
(2) Compensation Committee 
(3) Environment and Safety Committee 


(4) Independent Reserves Committee 


OFFICERS AND KEY PERSONNEL 


Canada 


Jeffrey S. Boyce 
President & 
Chief Executive Officer 


Lorenzo Donadeo, P. Eng. 
Executive Vice President 


Claudio Ghersinich, P. Eng. 


Executive Vice President 


Chris Baker, B. Sc. 


Vice President, Exploration 


Stephen E. Bjornson, CA 
Vice President Finance & 


Corporate Secretary 


John Ramescu, B. Comm. 
Vice President, Land & 
Business Development 


France 


David Cannon, P. Eng. 
Directeur Général, 
Vermilion REP S.A. 


AUDITORS 


KPMG LLP 
Calgary, Alberta 


BANKERS 


Bank of Montreal 
Calgary, Alberta 


Canadian Imperial Bank 
of Commerce 
Calgary, Alberta 


Paribas Bank of Canada 
Toronto, Ontario 


Société Générale (Canada) 
Toronto, Ontario 


EVALUATION ENGINEERS 


Adams Pearson Associates Inc. 


Calgary, Alberta 


Chapman Petroleum 
Engineering Ltd. 
Calgary, Alberta 


LEGAL COUNSEL 


Howard Mackie 
Calgary, Alberta 


Macleod Dixon 


Calgary, Alberta 


TRANSFER AGENT 


Montreal Trust 


STOCK EXCHANGE LISTING 


Toronto Stock Exchange 
Symbol: “VRM” 
TSE 300 Index 


ABBREVIATIONS 


bbls 
bbls/d 
bopd 
mbbls 
mcf 
mef/d 


mmbbls 
mmef 
mmef/d 
boe 
boe/d 


mboe 


mmboe 


ARTC 
Conversion 


Established 
Reserves 


barrels 

barrels per day 
barrels of oil per day 
thousand barrels 
thousand cubic feet 


thousand cubic feet 
per day 


million barrels 

million cubic feet 

million cubic feet per day 
barrels of oil equivalent 


barrels of oil equivalent 
per day 


thousand barrels of oil 
equivalent 


million barrels of oil 
equivalent 


Alberta Royalty Tax Credit 
10 mcf: 1 boe 


proven reserves plus 50% 
probable reserves 
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$ 6.00 


$ 4.00 


$ 2.00 


ANNUAL GENERAL MEETING 


Vermilion’s annual meeting will 
be held Tuesday, May 30, 2000 at 
3:00 p.m. in the McMurray Room 
at the Calgary Petroleum Club, 
319 — 5th Avenue S.W., Calgary, 
Alberta. All shareholders are 
invited to attend, but those 
unable to do so are requested to 
sign and return the form of 
proxy mailed with this report to 
ensure representation at the 


meeting. 


Produced and Designed by Result Communications Ltd. 
All photography by Brodylo | Morrow 


Printed in Canada 


... and our story continues... _ 


head office 


Vermilion Resources Ltd. 


400, 622 — 5th Avenue S.W. 
Calgary, Alberta, Canada 
T2P OM6 


telephone: 403.269.4884 

facsimile: 403.264.6306 

email: investor_relations@vermilionresources.com 
website: www.vermilionresources.com 


french office 


Vermilion Rep S.A. 


91, rue Judaique 
33000 Bordeaux, France 


telephone: 33 556 99 60 60 
facsimile: 33 556 99 60 50 
email: vermilion@enfrance.com 


VERMILION 


RESOURCES 


LTD. 


